COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

MAY 2 7 2005

In the Matter of:

APPLICATION OF NORTHERN )
KENTUCKY WATER DISTRICT (A) FOR)

AN ADJUSTMENT OF RATES; (B) A )
CERTIFICATE OF CONVENIENCE AND ) Case No. 2005-00148
NECESSITY FOR IMPROVEMENTS TO )
WATER FACILITIES IF NECESSARY )
AND (C) ISSUANCE OF BONDS )

PETITION

Northern Kentucky Water District (NKWD), by counsel, petitions the Commission
for an order authorizing an increase in rates, construction of water facilities, and issuance of
bonds. The following information is filed in accordance with the Commission's regulations:

1. Tts office address is 100 Aqua Drive, Box 220, Cold Spring, KY 41076. Its principal
officers are listed in its current Annual Report on page 6, which is filed with the
Commission as are its prior years Reports;

2. NKWD is a non-profit water district organized under Chapter 74 and has no
separate articles of incorporation. It has no affiliates and no accounts charged to or
allocated to an affiliate;

3. A description of NKWD's water system and its property stated at original cost by
accounts is contained in its Annual Report, attached as Exhibit C.

4. It serves retail customers in Kenton and Campbell Counties, and part of Boone
County, and sells water at wholesale to non-affiliated water distribution systems in
Pendleton County, Grant and Boone Counties.

5. It proposes to increase rates: (1) to fund improvements to existing facilities and
related capital improvements and repair aging infrastructure, which are necessary to

accommodate the current and future increased demand for service and to meet increasingly



stringent state and federal water quality standards; (2) to reflect pro forma adjustments to
operating expenses; and (3) to issue bonds to finance the proposed construction.

In addition, the District is proposing a multi-year adjustment of rates to reflect the
actual capital expenditures for the next five years. Because the District has an extensive,
multi-year schedule of capital projects related to main repair and replacement as well as
extensions, it needs an infusion of funds each year to maintain its schedule of projects. The
only options available to it are a large rate increase every eighteen months, which costs the
customers in rate expenses, or issuance of short term debt over a period of years, which
impacts the customers in the form of increased financing costs.

To attempt to moderate these costs, the District proposes to have an annﬁal
adjustment in rates, based on the actual amount of capital costs, plus pro forma adjustments
to operating and maintenance accounts incurred in that year. This will provide the District
with a stream of revenue to proceed with its projects and will save the customers costs
associated with multiple rate cases or multiple short term debt issuances. The rationale for
the proposal is explained in Mr. Lovan’s testimony and the adjustment mechanism is
explained by Ms. Howe.

6. The construction is in the public interest and is required to allow NKWD to
continue to provide adequate service to its customers. The projects, their cost, need and
other details are contained in Exhibit O.

7. The total financing cost is approximately $29,000,000, see Exhibits A and O.

8. Easements and rights of way have been obtained for the facilities;

9. This service will not compete with any other utility in the area;

10. The proposed construction projects, identified in Exhibit O, are scheduled to be
constructed in 2005. All projects have been previously issued a certificate of convenience
and necessity or have applications pending for a certificate, except for those that the District
has determined to be in the ordinary course of business. No certificate is being requested
for the projects listed as ordinary extensions, unless the Commission determines that one is



needed for a project or projects not previously certificated or not considered by the
Commission to be an ordinary extension. All of the projects listed are believed to be
ordinary extensions as defined in 807 KAR 5:001(9) (3). Based on the Commission’s orders
in Case 2002-00105 and Case 2003-00224, these projects fall within the parameters of projects
previously approved as ordinary extensions. If a certificate is needed for such projects, the
District specifically requests a certificate for each of the projects so determined.

11. Rates to be effective July 1, 2005, are being proposed to (1) to fund improvements
to existing facilities and related capital improvements and repair aging infrastructure,
which are necessary to accommodate the current and future increased demand for service
and to meet increasingly stringent state and federal water quality standards; (2) to reflect
pro forma adjustments of operating expenses and revenues; and (3) fund the issuance of
bonds to finance the proposed construction. A cost of service study and supporting
information is attached as Exhibit N.

12. The following information is supplied pursuant to 807 KAR 5:001(9):

a. The rate increase is needed to provide the District with sufficient operating
funds to maintain its current level of service to its customers and to continue to improve
and extend its service. Funding for approximately $25,334,500 of new projects will allow
the District to repair and replace deteriorated or inadequate infrastructure and to make
needed improvements to the distribution system. This construction is part of an ongoing
five year plan of improvements, which will necessitate a series of rate adjustments over the
next several years. The extent of the construction program is contained in the Five Year
Plan, Exhibit R.

Rates are also being adjusted to reflect adjustments for pro forma changes in
operating expenses and revenues and fund the debt associated with the capital projects.

b. No new franchises are required. Copies of DOW permits that have been
. received are included in Exhibit O;

c. Construction descriptions are in Exhibit O. These projects are part of the



Water Distribution Master Plan filed and approved in Case No. 98-078, which is
incorporated by reference. The facts relied on to justify the public need are included in the
project descriptions in Exhibit O;

d. Maps of the area showing location of the proposed facilities are in Exhibit
O.

e. The construction costs will be funded by the issuance of approximately
$29,000,000 parity revenue bonds as shown in Exhibit A.

f. Additional operating costs for operation and maintenance, depreciation
and debt service are shown in Exhibit O;

g. Description the facilities and operation of the system are in Exhibits O;

h. A full description of the route, location of the projects, description of
construction and related information is in Exhibit O;

i. The projects will not compete with any other utility;

j- The start date for construction, proposed in-service date, total estimated cost
of construction at completion are included in Exhibit O;

k. CWIP at end of test year is listed in Exhibits K and N as $10,056,563;

1. Plant retirements are listed in the PSC Annual Report of 2004 at $614,188.
No salvage values are included as booked.

m. There is no reconciliation of capital budget and pro forma capital,
because there are no differences.

n. Monthly budget reports are included in Exhibit I;

0. Number of customers added to test period is included in Exhibits O and N.

13. The following information is provided as required by 807 KAR 5:001 (11):

a. A general description of the property is contained in the Annual Report,
Exhibit C;

b. No stock is to be issued. Bonds to be issued and terms are described in
Exhibit A;



c. All funds are to be used for the construction of the proposed facilities and
issuance of debt as described in Exhibits A and O;
" d. The property to be constructed is described in Exhibit O;
e. The refunding of prior bonds or refinancing of BANS is shown in Exhibit

14. The following exhibits are provided pursuant to 807 KAR 5:001 (11) (2):
a. A current financial analysis of rates and revenue requirements is attached
as Exhibit N;
b. There are no trust deeds. All notes, ilidebtedness and mortgages are
included in Exhibits D and K;
c. No property is to be acquired;
15. The following information is provided pursuant to 807 KAR 5:001(6):
a. No stock is authorized. There are no annual reports to shareholders;
b. No stock is issued;
c. There are no stock preferences;
d. Mortgages are listed in Exhibits C, D and E;
e. Bonds are listed in Exhibits C, D and E;
f. Notes are listed in Exhibits C, D, and E;
g. Other indebtedness is listed in Exhibits C, D, and E;
h. No dividends have been paid;

i. A current balance sheet and income statement is included in Exhibits E and

16. The following information is filed pursuant to 807 KAR 5:001(10):
a. Reasons the adjustment is required are discussed in Exhibit P and in the
testimony contained in Exhibit Q;
b. The annual reports are on file with the Commission;

c. There are no articles of incorporation;



d. and e. The District is not a limited partnership;

f. There is no assumed name;

g. The current and proposed tariffs are attached as Exhibit M;

h. Comparative tariffs and changes are attached as Exhibit M;

i. The customer notice has been published and a copy is attached as Exhibit L;
10. A notice of intent was filed on April 1, 2005 and was mailed to the

Attorney General.

N;

11. A description of the proposed adjustments is attached as Exhibits M and

12. Testimony of the District's witnesses is attached as Exhibit Q;

13. An estimate of the impact of the rate adjustment is attached as Exhibit N;
14. The effect on the average customer bill is contained in Exhibits M and N;
15. A bills analysis is included in Exhibit N;

16. A summary of the revenue requirement determination is included in

Exhibits J and Nj;

and K;

17. A reconciliation of rate base is included in Exhibits J and N;
18. A current chart of accounts is attached as Exhibit F;
19. The independent auditor's report is attached as Exhibit E;

-20. A summary of the latest depreciation study is attached as Exhibit G;

21. A list of software used by the District is attached as Exhibit H;

22. Monthly managerial reports are attached as Exhibit [;

23. A cost of service study is attached as Exhibit N;

24. A detailed income statement and balance sheet is attached as Exhibits E,

25. The most recent capital construction budget is attached as Exhibit R;
26. Pro forma adjustments are reflected in Exhibits K and N;

27. There are no affiliated transactions or allocated revenues or expenses



among affiliates;

17. NKWD requests that it be granted a deviation under 807 KAR 5:004(14), if
necessary to accommodate any situation where inflexible compliance with a regulation
would be impracticable, onerous or which would hinder the District's daily operations and
to allow the use of December 31, 2004 financial data, which is sufficiently current to
accurately reflect the financial condition of the District. Because the test year is December
31, 2004, that information is adequate for use in the determination of the appropriateness of
the related financing being proposed under KRS 278.300. There have been no extraordinary
events that would distort the year end statements. Using the same period for both the test
period and fmancmg allows for comparable analysis of the data and avoids unnecessary
revision of certain schedules and inconsistent data for essentially the same purpose.

The District also requests an extension of time to file the depreciation study
referenced in the Commission’s Order of April 30, 2003, Case No. 2002-00105. The District
has begun such a study in the form of a comprehensive Asset Management Program, which
will identify all facilities of the District. This Program will provide a detailed analysis of the
types of facilities, their age, condition and expected useful life.

Because the study has been ongoing for several years, it is not possible to file a
completed study at this time. Itis expected to be completed by year's end. Depreciation is
an essential element in the calculation of the revenue requirement. Without an allowance
to use information available to the District, which has been updated to the extent possible

with current data, the District cannot file a rate application.

For these reasons, NKWD requests that it be granted an order authorizing



construction, issuance of parity revenue bonds and adjustment of rates.

#John N. HugKes

124 W. Todd St.
Frankfort, KY 40601

and

Charles H. Pangburn I1I
Hemmer, Pangburn,
DeFrank PLLC

Suite 200

250 Grandview Dr.

Ft. Mitchell, KY 41017

Attorneys for Northern
Kentucky Water District
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Witness: Ross

Exhibit A
Rate Case 2005-00148 .
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NORTHERN KENTUCKY WATER DISTRICT

"FIVE (5) YEAR CAPITAL FUNDING PLAN - DRAW SCHEDULE & CALENDAR YEAR CASH FLOWS

2005 Series 2008 Series 2007 Series 2008 Series 2009 Series 2010 Series Totals
Sources of Funds : )
BANs $17,980,000 $17,510,000 $11,485,000 $11,490,000 $6,600,000 $65,075,000
Revenue Bonds $29,000,000 313,185,000 $13,150,000 $13,155,000 $13,160,000 $81,820,000
Capitalized Interest Carry-over $405,000 5 : $405,000
Total Sources: $17,980,000 $46,915,000 $24,650,000 $24,640,000 $19,755,000 $13,160,000 $147,100,000
Use of Funds
Deposit fo Construction Fund $17,110,500 $21,510,000 $11,000,000 $11,000,000 $6,450,000 $67,070,500
Pay-off 2004 Notes $3,625,428 $3,625,428
Pay-off 2005 Notes $17,980,000 $17,580,000
Pay-off 2006 Notes $11,865,000 $5,736,731 $17.601,731
Pay-off 2007 Notes $6,125,000 35,457,263 $11,582,263
Pay-off 2008 Notes $6,410,000 $5,162,550 $11,572,550
Pay-off 2009 Notes $6,707,250 $6,707,250
Cost of lssuance $60,000 $177,285 $92,853 $92,815 $94,620 $52,640 $570,213
Underwriter's Discount . $580,000 $263,100 $263,000 $263,100 $263,200 $1,632,400
Capitalized Interest (Notes only) $806,305 $646,983 $450,971 $448,237 $106,193 $971.800 $3,428,469
Debt Service Reserve $2,392,863 $971,526 $970,988 $971,6525 $5,306,900
Rounding 33,195 $2.461 . $6,552 35,229 $2,298 $2.560 $22.296
Total Par Amount $17,980,000 $46,915,000 $24,850,000 $24,640,000 $18,755,000 $13,160,000 $147,100,000
Date Type Beginning Fund  Construction Fund C. Fund Exy d Project Ending Fund
Balance Deposit Notes Deposit Bonds Draw Required Balance
Jan-05 -$22,288 ~$22,298
Feb-05 -§22,298 -$134,500 -$156,798
Mar-05 ~$156,798 -$38.408 ~$246,206
Apr-05 -$246,206 ~$268,949 -3515,186
May-05 Series 2005 -$515,155 $17,110,500 -3334,000 $16,261,345
Jun-g5 $16,261,345 -$956,761 $15,304,584
Juk0s $15,304,584 -$1,679,357 $13,625,227
Aug-05 $13,625,227 -$2,193,000 $11,432,227
Sep-05 $11,432,227 -$2,508,000 $8,924,227
Oct-05 $8,924,227 -$2,725,763 $6,198,464
Now-05 $6,198,464 -$2,351,340 $3,847,124
Deo-05 33,847,124 -$1,734,781 $2,112,343
Jan-06 $2,112,343 -$1,328,000 $784,343
Feb-06 Series 2006 $784,343 $16,800,000 $4,710,000 -$1,396,000 $20,898,343
Mar-06 $20,898,343 -$1,400,052 $19,498,291
Apr-06 $19,498,291 -§1,337,330 $18,160,861
May-06 $18,160,961 -$1,705,000 $16,455 861
Jun-06 $16,455,9861 -$1,440,000 315,015,961
Jut-06 $15,015,961 -$1,720,000 $13,295,961
Aug-06 $13,295,961 -$1,859,000 $11,436,961
Sep-06 $11,436,961 -$2,470,000 $8,966,961
Oct-08 $8,966,961 -$2,770,000 $6,196,961
Now-05 $6,196,961 -$2,586,000 $3,610,961
Dec-06 $3,610,961 -$2,075,000 $1,535,961
Jan-07 $1,535,961 -$1,440,000 $95,961
Feb-07 Series 2007 $95,961 $11,000,000 -$1,290,000 $9,705,961
Mar-07 $9,705,961 -$1,130,000 $8,575,961
Apr-07 $8,575,961 -$815,000 $7,760,961
May-07 $7,760,961 -$580,000 $7,180,961
Jun-07 $7,180,861 -$370,000 56,810,951
Juko7 $6,810,961 -$315,000 $6,495,961
Aug-07 $6,495,961 -$635,000 $5,860,961
Sep-07 $5,860,961 -$1,135,000 $4,725,961
Oct-07 $4,725,961 -$1,355,000 $3,370,961
Now-07 $3,370,961 -$1,290,000 $2,080,961
Dec-07 $2,080,961 -$1,040,000 $1,040,961
Jan-08 $1,040,961 -$1,025,000 $15,981



Feb-0B  Series 2008 $15,961 $11,000,000 -$1,085,000 $9,930,961
Mar-08 $9,830,961 -$1,125,000 $8,805,961
Apr-08 $8,805,961 -$1,000,000 $7,805.961
May-08 $7,805,961 ~$700,000 $7,105,961
Jun-08 $7,105,961 ~$365,000 $6,740,961
Jutk-08 $6,740,961 -$185,000 $6,555,961
Aug-08 $6,555,961 -$425,000 $6,130,961
Sep-08 $6,130,961 -$882,000 $5,248,961
Oct-08 $5,248,961 -$980,000 $4,258,961
Nav-08 $4,258,961 -$985,000 $3,273,961
Dec-08 $3,273,964 -$875,000 $2,398,961
Jan-09 $2,398,961 -$850,000 $1,548,961
Feb-09  Series 2008 $1,548,961 $6,450,000 -$880,000 $7,118.961
Mar-09 $7,118,961 -$990,000 $6,128,961
Apr-09 $6,128,961 -$660,000 $5,468,961
May-09 $5,468,961 -$315,000 $5,153,961
Jun-09 $5,153,961 -$195,000 $4,958,951
Juk09 $4,958,961 -$555,000 $4,403,961
Aug-09 $4,403,951 -$855,000 $3,548,961
Sep-09 $3,548,961 -$1,035,000 $2,513.961
Oct-09 $2,513,961 -$845,000 $1,668,961
Nov-09 $1,668,961 -$785,000 $883,961
Dec-09 $883,961 -$765,000 $118,961
. Jan-10 $118,961 $118,961
Feb-10  Series 2010 $118.961 $118,961
Mar-10 $118,961 $118,961
Apr-10 $118,961 $118,361
May-10 $118,961 $118,861
Jun-10 $118,961 $118,961
Jul-10 $118,961 $118,.961
Aug-10 $118,961 $118,961
Sep-10 $118,961 $118,961
0ct-10 $118,961 $118,961
Nov-10 $118,361 $118,961
Dec-10 $118,961 $118,961
Totals: $4,710,000 -$66,951,539

$62,360,500
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